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Shantayanan Devarajan/Lawrence E. Hinkle* 


The CFA Franc Parity Change: an opportunity 
to restore growth and reduce poverty 


1. Introduction 


Since 1986 the 13 countries of the CFA Zone have faced a profound economic, 
financial, and social crisis.’ A downward deflationary spiral of incomes, expendi- 
tures, and production has cut average real per capita income by 40%. This pro- 
longed recession impoverished much of the population of the Zone and weake- 
ned already inadequate basic social services. The deflationary spiral also under- 
mined the Zone’s financial institutions and threatened its continued existence. 
The only other region to recently experience a comparable economic contraction 
is the former Soviet Union. 

The recent crisis was the result of a massive overvaluation of the real ex- 
change rate caused by an unfortunate combination of inappropriate domestic 
economic policies and major external shocks. The internal adjustment programs 
pursued by the CFA countries were inadequate to depreciate the real exchange 
rate and, in fact, contributed to the ongoing downward economic spiral. A major 
policy change was called for. 

In early January of this year, the Heads of State of the CFA countries met in 
Dakar to discuss measures for ending the economic crisis. On January 11, they 
decided to change the parity of the CFA franc from 50 CFA francs to 100 CFA 
francs per French franc and to adopt complementary economic reforms to resto- 
re growth. This was a historic decision. It changed a parity which had been fixed 
for 45 years and had been a central feature of the economic landscape in Africa 
for two generations. More importantly, the decision to devalue created a unique 
opportunity for the 13 CFA countries to restore growth, reduce poverty, and revi- 


* This paper reflects the views of the 


authors and should be used and cited 
accordingly. The findings, interpreta- 
tions’, and conclusions are the authors 
own. They should not be attributed to 
the World Bank, its Board of Directors, 
its management, or its member coun- 
tries. 

The term.CFA Zone is used in this pa- 
per to refer to the 13 countries and 
two central banks of the Union Mone- 


taire Ouest Africaine (UMOA) and the 
BEAC Zone (Banque des _ Etats 
d'Afrique Centrale). The Comoros, 
which has its own central bank, is the 
fourteenth African member country of 
the Franc Zone. Its currency was also 
devalued on January 12, 1994, from 
50 Comoran francs per French franc 
to 75 Comoran francs per French 
franc. 
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talize their regional institutions. It Could have far reaching implications for the 
welfare of the 80 million people who live in the CFA Zone. 

This paper discusses why the parity change was necessary and what additio- 
nal economic reforms will be necessary to restore growth in the CFA countries. 
It summarizes recent economic analysis by the World Bank, much of which has 
not been previously published, concerning the need for a devaluation and com- 
prehensive economic reforms in the CFA countries. The paper discusses, in or- 
der, the following topics: 


(a) the dimensions of the recent economic, financial, and social crisis; 

(b) the causes of the crisis and the resulting downward deflationary spiral; 

(c) the desirability of preserving and strengthening the regional institutions of the 
CFA Zone; 

(d) the failure of the internal adjustment strategy previously pursued and the 
need for a major policy change; 

(e) the parity change and _ initial accompanying measures; 

(f) the nature of the comprehensive economic reforms that must follow the pari- 
ty change in order to restore growth, reduce poverty, and repair the regional 
financial system; and 

(g) the political context in which reforms must be implemented. 


The paper concludes by arguing that a new development strategy is needed by 
the CFA countries: a strategy that emphasizes a return to export—led growth, st- 
rengthened regional financial and trade policies, replacement of rigid rent- based 
economies by more flexible competitive ones, and high priority for human re- 
source development and poverty reduction. 


2. The Economic, Financial, and Social Crisis 
2.1 The Economic Depression. 


From 1970 to 1985, real income per capita of the CFA countries grew on avera- 
ge by about 2% per year despite variations caused by two petroleum price 
shocks, the primary commodity boom, and the start of the debt crisis. However, 
since the onset of the recent depression in 1986, real income per capita has fal- 
len at a rate of 7% per year. As a result, average per capita income has been 
cut by a total of 40% - a decline in living standards similar in scale to that 
experienced by Europe and the US in the Great Depression of the 1930s. 

Export expansion had been the engine of growth in 1970-85, as exports 
grew by 6% per year in real terms. Since 1986, however, falling commodity 
prices and an appreciating real exchange rate reduced the profitability of ex- 
porting and cut the real export growth rate by one half. Furthermore, as import 
prices rose in 1986-92 while export prices fell sharply, export earnings in cur- 
rent prices fell by one-third and the purchasing power of exports declined by 
27%. The resulting reduction in incomes, imports, and production started a 
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downward deflationary spiral. Real investment, which grew at an average rate of 
7% per year during the period of export—led growth from 1970-85, has fallen by 
an average of 7% per year since 1986. The current rate of investment, at 14% of 
the CFA’s Zone’s GDP, is barely sufficient to maintain the existing capital stock. 
It is adequate neither to support future growth of production and incomes nor to 
meet the basic needs of a population which is growing by 3% per year. 

The prolonged recession has caused both the agricultural and industrial 
sectors to contract. Since 1985 agricultural production has declined by 0.5% per 
year, as the export and import-—substituting sectors stagnated and land and la- 
bor were shifted towards subsistence production. The industrial sector growth 
rate dropped from +10% to -2% per year as the modern sector was hit hard by 
both the contraction of its markets caused by the domestic recession and by 
loss of market share to competing imports, which benefited from the overvalued 
real exchange rate (RER). 


2.2 The Financial Collapse 


The economic depression has had serious consequences for the public finances, 
aid donors’ programs, and the financial systems in the CFA countries. 

The export sector, which led the earlier economic expansion, had also been 
the source of growing fiscal revenues. Government revenues were heavily depen- 
dent on taxes on international trade and the surpluses of export marketing agen- 
cies. These were cut substantially by declining terms of trade, the appreciating 
real exchange rate, and the subsequent slowing of production. Consequently, 
government fiscal revenues fell from 21% of GDP in 1985-86 to 17% in 
1990-91 despite some efforts to increase tax rates and improve tax administra- 
tion. 

In order to reduce the resulting fiscal deficits, governments have cut back 
public investment and non-salary development expenditures on health, educa- 
tion, agriculture, and maintenance of infrastructure. For political reasons, it has 
not been possible to reduce the civil service wage bill in line with the decline in 
fiscal revenues. Consequently, in most countries the lion’s share of fiscal reve- 
nues is now consumed by the civil service wage bill. Substantial payment arrears 
have also been accumulated in a number of countries as the burden of the wage 
bill has been too great to finance from declining fiscal revenues. 

Foreign assisted investment projects have been disrupted by pervasive shor- 
tages of counterpart funding. Both multilateral and bilateral aid programs have 
been increasingly diverted from development projects to budgetary support 
required to make up for shortfalls in government revenues. By 1993, the total 
external financing required to cover the ex ante budgetary gaps of the CFA 
countries had reached a level of 50 billion French Francs, an amount equal to 
more than 2 1/2 times total French aid to Africa. However, as donors became in- 
creasingly dissatisfied with the slow pace of reform and poor economic perfor- 
mance, external financial support evaporated. 

The fiscal crisis caused serious liquidity problems for the banking system th- 
rough the accumulation of government and public enterprise arrears. In addition, 
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the recession created financial difficulties for many private enterprises and led to 
a substantial increase in non-performing private sector loans. AS economic con- 
ditions deteriorated and a devaluation appeared increasingly inevitable, capital 
flight accelerated, draining liquidity from the banking system. The repurchase of 
CFA bank notes from sources outside the Zone reached an annual rate of 9-10 
billion French Francs in 1992-93. As a result, the Zone’s financial system was 
being effectively undermined. The banking systems in a number of countries 
became insolvent and/or illiquid as a result of non-performing private sector 
loans, government and public enterprise arrears, and capital flight. Despite of- 
forts to tighten bank supervision, revisions in interest rate policies, and 
restrictions on government interventions in bank lending decisions, the financial 
rules of the Zone were increasingly being called into question. Some govern- 
ments were not able to abide by the Zone’s legal restrictions on domestic bor- 
rowing, and currency convertibility had to be restricted in August 1993 to slow 
capital flight and protect the liquidity of the banking system. 


2.3 The Social Cost 


Despite their staggering dimensions, the economic and financial crises have for 
a long time been “’silent crises’. Urban elites and articulate interest groups ha- 
ve, until recently, been able to protect the status quo for themselves as they 
controlled both the media and the political process in most countries. More re- 
cently, however, the ability of these privileged groups to control the political 
agenda has been reduced by social and civil unrest in some countries (e.g. To- 
go, Congo, Cameroon, and the Central African Republic) and the transition to 
more democratic forms of government in others (e.g. Benin). 

While the living standards of a privileged minority have, until fairly recently, 
been relatively protected, the social cost of the crisis has been heavy for the 
less privileged majority. As noted above, average real per capita and household 
incomes in the CFA Zone have declined at an average rate of about 7% per 
year. Real per capita consumption, however, has declined more slowly, by about 
4% per year, as saving rates were reduced to maintain consumption levels. In 
contrast, sub-Saharan Africa as a whole has enjoyed roughly stable real per ca- 
pita consumption during this period. 

In the Céte d’lvoire, the one CFA country for which household survey data 
are available, the sharp decline in average income levels was accompanied by 
an equally sharp increase in the incidence of poverty, which doubled from 30% 
of the population in 1985 to around 60% of the population in 1992 (see Gra- 
ph 1). Open unemployment doubled between 1985 and 1992. Low income (un- 
der) employment in subsistence agriculture and the urban informal sector expan- 
ded, while more productive income earning opportunities in export agriculture 
and the formal manufacturing sector contracted (Grootaert 1994). 
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Graph 1: Poverty Incidence in Céte d’Ivoire 
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Céte d'ivoire, Cameroon, and Niger are among the CFA countries that have 
been the hardest hit by the crisis. A careful analysis financed by USAID showed 
that Cameroon and Niger probably also suffered substantial increases in poverty 
like those in Cote dIvoire (Dorosh and Sahn 1993). The increase in poverty has 
been of similar magnitude in other countries that have experienced comparable 
declines in real incomes (e.g. Congo). In those CFA countries where GDP has 
grown modestly (e.g. Burkina, Mali, and Benin),rural areas still suffered signifi- 
cantly from declining prices; but the overall impact of the crisis has been less 
severe, as per Capita income levels have stagnated rather than declined sharply. 
Nevertheless, these were among the world’s poorest countries at the start of the 
crisis and the stagnation of their incomes at very low levels is no more accep- 
table than the declining incomes in the other CFA countries (UNDP 1993). 

Improving social conditions, with populations growing at about 3% per year, 
has proven impossible with the budget constraints faced by the CFA countries. 
In most of the countries of the Zone, total budgets for health and education 
have remained stable or declined in nominal terms. Most of the budget re- 
ductions have been made in the areas of non-salary operating costs, whereas 
staff salaries, subsidies to university students, and other forms of “social” subsi- 
dies to urban groups have been protected. New public investment in the social 
sectors has gradually stopped entirely. Private expenditures on education and 
health have been constrained by declining incomes and increasing poverty. 
School participation rates have stagnated or declined as a result. 

The results of numerous studies of developing countries have shown that po- 
verty can be significantly reduced only in expanding economies (see, for 
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example, World Bank 1990). Only a growing economy can generate employment, 
improve income earning opportunities for the poor, and provide the fiscal re- 
sources for expanding basic education and health services. Hence, a resumption 
of growth is critical for social as well as economic reasons. 


3. Causes of the Downward Spiral 


The economic crisis in the CFA countries was caused by severe overvaluation 
of the real exchange rate. This overvaluation eroded the profitability of produ- 
cing tradable goods (exportables and import substitutes) and aggravated both 
economic and financial imbalances and long-standing structural problems. 
Three factors are primarily responsible for the overvaluation of the RER: the 
legacy of inappropriate economic policies adopted during the earlier commo- 
dity booms; a substantial decline in the CFA Zone’s terms of trade; and the 
appreciation of the French franc, to which the CFA franc is pegged, after the 
Plaza Accord in September 1985. 


3.1 The Legacy of Inappropriate Economic Policies 


During the commodity booms of the late 1970s and early 1980s, some of the 
larger CFA countries followed expansionary macroeconomic policies. Hence, 
even prior to the external shocks of 1985-86, a number of the CFA countries 
already had inflated and unsustainable cost structures. Wages in the formal 
sector in these countries then averaged 6 to 12 times per capita GDP, whe- 
reas wages in competing adjusting countries were 2 to 3 times per capita 
GDP (see Graph 2.). Thus, the cost structure was already inflated and impor- 
tant segments of the economy - particularly the manufacturing sector — were 
not competitive even in 1985. 
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Graph 2: Average Annual Labor Compensation, 1986 -— 88, 
as a multiple of GNP per capita 
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Note: Competing LDCs is the average for 6 adjusting LDCs, i.e. Morocco, Ghana, Tuni- 
sia, Indonesia, Mauritius, and Malaysia. 


Many of the CFA Zone’s current fiscal and other financial imbalances also had 
their origins in the expansionary policies pursued in the late 1970s and ear- 
ly 1980s. Civil service wage bills grew strongly during this period and continued 
to increase even after the onset of the crisis (rising from 7.6% of nominal GDP in 
1985-86 to 8.7% 1990-91). Much of the high level of public investment during 
the late 1970s and early 1980s was used to expand the public enterprise sector, 
large parts of which were uneconomic and accumulated substantial losses. 
When revenue increases slowed in the mid-— 1980s as export—led growth decele- 
rated, many governments initially maintained expenditure levels through increa- 
sed borrowing. Deficits increased accordingly. 


3.2 The Collapse of The Terms of Trade 


The overvaluation of the RER, which existed in 1985, was aggravated by the 
subsequent drop in the terms of trade. After rising slowly from the mid-7Os to 
1985, the CFA Zone’s terms of trade dropped abruptly in the second half of the 
1980s, declining by 40% between 1985 and 1992, as the prices of major export 
commodities (e.g., coffee, cocoa, and oil) fell sharply (see Graph 3). Declining 
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terms of trade reduced real income levels in the CFA Zone by 16% of GDP 
between 1985 and 1992, a very substantial loss of purchasing power in itself. 


3.3 The Appreciation of the REER 


In countries pursuing a flexible exchange rate policy, a substantial decline in the 
terms of trade would normally be compensated for by depreciating the real ef- 
fective exchange rate (i.e., the trade weighted and inflation adjusted exchange 
rate) to restore the profitability of domestic export industries. However, exactly 
the opposite has happened in the CFA Zone: between 1985 and 1992 the 
Zone’s REER appreciated by 39% (see Graph 3). This appreciation of the REER 
was the result of (a) the French franc’s appreciating by 70% relative to the US 
dollar after the Plaza Accord in September 1985, and (b) competing Asian, La- 
tin American, and African developing countries devaluing and depreciating their 
REERs in response to deterioration in their own terms of trade. The appreciation 
of the CFA Zone’s REER further reduced the competitiveness of both its export 
and import—substituting industries. 


Graph 3: CFA Zone: Real Effective Exchange Rate and Terms of Trade 
1970 — 1992 (1985 = 100) 
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As a result of a cost structure that, as noted above, was not competitive even in 
1985 and the subsequent decline in the terms of trade and appreciation of the 
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REER, the CFA Franc became increasingly overvalued. Recent estimates using 
various analytical methodologies indicate that by 1993 the CFA Franc was over- 
valued in real terms by at least 50% on average in domestic currency terms, wi- 
th the overvaluation ranging from 30% in some of the smaller economies to 60% 
in the larger ones.” 

This substantial overvaluation of the RER has had a severe impact on the ex- 
port and import substituting sectors. Traditional exports have lost market share as 
competing countries expanded production in response to their own favorable in- 
ternal domestic price incentives while the profitability of the same export sectors 
declined in the CFA countries. Even export sectors where the CFA countries have 
a strong comparative advantage and excellent technical performance (e.g., rubber 
in Cote d’ Ivoire and canned tuna in Senegal) have lost competitiveness as a re- 
sult of the increasing overvaluation of the real exchange rate. 

Import—substituting industries in the CFA countries have suffered equally. Un- 
til 1985-86, when the CFA Franc started to appreciate and the Naira was deva- 
lued, the CFA Zone exported numerous products to Nigeria. Since then, the tra- 
de flow has been reversed, with cheaper Nigerian imports flooding markets in 
the CFA countries. The textile industry has suffered particularly severely, and 
even agro-—based industries have had difficulty in competing. 


4. The Desirability of Preserving the Two Monetary Unions 


Despite recent difficulties, the CFA Zone arrangements have conferred important 
advantages on the member countries. The two monetary unions have been 
among the most successful regional institutions in Africa. For a decade and 
one-half (1970 to 1985), they provided a reasonably stable macroeconomic en- 
vironment which enabled the CFA economies to outperform the rest of Sub-Sa- 
haran Africa and achieve a performance level comparable to that of low income 
developing countries in other regions. During this period, export and GDP grow- 
th were higher and inflation was lower than elsewhere in Africa (see Graph 4). 
However, because a number of other African countries started to adjust in the 
second half of the ’80s, while the CFA countries failed to do so, the Zone’s rela- 
tive economic performance has deteriorated markedly. Since 1986, median per 
capita GDP has fallen by nearly 2% per year in the CFA countries whereas it has 
risen by 1% per year in other adjusting SSA countries (World Bank 1994: pp. 
144-145). 


2 A common methodology for estimating valuation estimates cited, four alterna- 


exchange rate overvaluation is to ana- 
lyze the differences between the offi- 
cial exchange rate and the parallel or 
black market rate and the volume of 
transactions taking place at each. Be- 
cause of the guaranteed convertibility 
of the CFA franc, a significant parallel 
exchange market for it did not de- 
velop. Hence, in arriving at the over- 


tive methodologies were used: (a) an 
analysis of movements in REER indices 
and comparative labor costs; (b) a 
computable general—equilibrium 
model; (c) an econometric analysis of 
determinants of the RER; and (d) a 
forward-looking balance of payments 
target/trade elasticities model. 


139 


This content downloaded from 195.34.79.223 on Sat, 14 Jun 2014 16:08:59 PM 
All use subject to JSTOR Terms and Conditions 


Shantayanan Devarajan/Lawrence E. Hinkle 


Graph 4:CFA Zone: Annual Averages 
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Saharan Africa. 
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The principal institutional arrangements which made the earlier superior perfor- 
mance possible and which are worth preserving are: 


(a) the independent regional central banks and their independent monetary poli- 
cies; | 

(b) incentives for fiscal discipline through limitations on government borrowings; 

(c) the incentive for monetary discipline represented by the “nominal anchor” to 
the French Franc; 

(d) the full convertibility of the currency through the operations account with the 
French Treasury that is an important incentive for maintaining the Unions and 
accepting the required monetary/fiscal discipline; and 

(e) the framework for further regional economic cooperation and integration th- 
rough the reform of the Central African Customs Union (UDEAC) and the 
creation of the West African Economic Union (UEMOA). 


The Zone’s regulations governing fiscal deficits, public sector borrowing, and 
bank credit were violated or circumvented at various times making possible the 
policy errors discussed above. Nevertheless, until the crisis starting in 1986, the 
above arrangements helped to maintain low inflation and relatively open econo- 
mic and trading arrangements which facilitated export—led growth. Hence, the 
challenge facing policy makers was to resolve the economic crises while preser- 
ving the institutional arrangements which gave the Zone growth with low inflation 
in the 1970-85 period, while correcting the problems that have emerged in re- 
cent years. 


5. The Inadequacy of Internal Adjustment Alone 


One policy option was to keep the parity unchanged and adjust to the external 
shocks solely through internal measures. This strategy was adopted throughout 
the Zone beginning in 1985.° Unfortunately, the “internal adjustment” strategy 
was a failure for the CFA countries as a group. Some countries (Niger, Chad, To- 
go, CAR, Congo, and Gabon) were unable to implement internal adjustment pro- 
grams for economic or political reasons. Other programs (Céte d'Ivoire, Came- 
roon, and Senegal) failed — or had poor prospects for ultimate success — despi- 
te a reasonable reform effort for several years. Only three countries (Mali, Burki- 
na, and Benin), where the competitiveness problem was the least severe, mana- 


3 The term “internal adjustment” is used is, internal adjustment programs are 


in this paper in a broad sense to refer 
to a combination of deflationary 
macroeconomic policies designed to 
depreciate the RER and structural re- 
forms to increase the efficiency and 
flexibility of resource allocation. That 


defined as ones which exclude a de- 
valuation. Some authors use the term 
internal adjustment in = a = narrower 
sense to refer only to the deflationary 
macroeconomic policies intended to 
depreciate the RER. 
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ged to persist with reforms and achieve limited growth in per capita income. 
However, even for these three countries, the results of the adjustment effort were 
fragile and inadequate to sustain adequate long-term growth in per capita in- 
comes. 

The internal adjustment strategy failed in the CFA Zone for a number of inter- 
related reasons. First, the key macroeconomic obstacle to successful internal 
adjustment was that nominal wages and domestic prices of non-tradable goods 
were rigid downward in the formal sector because of monopoly/oligopoly arran- 
gements and non-competitive labor markets. Therefore, a severe, prolonged re- 
cession was required to reduce domestic wages and prices enough to deprecia- 
te the RER to the extent required. 

Second, the pursuit of deflationary fiscal policies to reduce deficits in a re- 
cessionary environment was self-defeating and reinforced the downward spiral. 
As noted above, the recession cut fiscal revenues and reduced the tax base. 
Raising tax rates in this deflationary environment to offset revenue losses and re- 
duce fiscal deficits led to over taxation of the formal sector, a further loss of 
competitiveness, a shift of activity from the formal sector to the informal sector, 
and a worsening of the recession. Furthermore, for political reasons, it was diffi- 
cult to substantially reduce the civil service wage bill. Thus, expenditure cuts we- 
re concentrated on investment and non-wage operations and maintenance 
expenditures. Public investment fell and expenditure on basic services (health 
and education) was: inadequate. Moreover, the fiscal measures actually imple- 
mented were not adequate to prevent the accumulation of substantial internal 
arrears in government payments. These arrears reinforced financial system dist- 
ress and aggravated the liquidity problems of private enterprises caused by the 
recession. In such a fiscal environment, neither the public nor the private sector 
could adjust successfully. 

Third, it proved to be impossible to effectively implement second best trade 
policies when the exchange rate was substantially overvalued. Because of the 
recession, fiscal revenues were inadequate to actually pay envisaged export sub- 
sidies and finance the supporting services needed to develop export industries. 
High tariffs could not be enforced because of customs fraud and smuggling. 

Fourth, the internal adjustment strategy had perverse effects on the financial 
system and private investment. The financial sector needed to be restructured to 
support the growth of the real economy. However, such a restructuring could not 
be successfully implemented while the on-going recession was increasing non- 
performing loans, public sector arrears continued to mount, and capital flight 
drained liquidity from the banking system. Similarly, private investment collapsed 
because of the recession and political uncertainty: profits fell sharply, financing 
dried up, and private investors awaited the end of the recession or a change in 
policies. 

Fifth, the unfavorable economic, social, and political environment generated 
by the prolonged recession made it politically difficult to sustain the implementa- 
tion of the reform program. During the recession, structural reforms in the CFA 
countries yielded benefits only slowly, and the process was perceived to be “all 
pain and no gain’’. Consequently, reform implementation has been difficult and 
has been reversed in a number of cases. 
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Never in modern economic history has a real depreciation of the magnitude 
required in the CFA Zone been achieved without a devaluation (Ghei and Kiguel 
1993). In retrospect, it was unrealistic to have hoped to do so in the CFA 
countries. A fundamental change in policy was thus required. 


6. The Parity Change and Initial Accompanying Measures 


In order to extricate themselves from the recent crisis, the CFA countries nee- 
ded to adopt comprehensive economic reforms to restore export—led growth, 
reduce poverty, and repair the Zone’s financial system. However, as noted abo- 
ve, the reform process had come to a halt in most of the countries by the end 
of 1993. The parity change has provided an opportunity for relaunching it. 

Since the devaluation in January, initial programs of accompanying mea- 
sures have been put in place in 11 of the 13 countries and are currently under 
active discussion in the other two (Togo and Congo). These initial programs 
aim at halting the recession and achieving an average rate of GDP growth of 
3% per year in 1994-96, led by a recovery in export growth to 6% per year 
and followed by a revival of investment later in the period. Since recent econo- 
mic research has shown that much of the initial supply response to a deprecia- 
tion of the RER often comes from the expansion of import-—substituting indust- 
ries in both the agricultural and industrial sectors, these industries are likely to 
benefit as much as the export sector from the devaluation (Pritchett 1992). The 
initial policy measures adopted are designed to achieve a depreciation of the 
RER, to initiate structural reforms, and to strengthen regional institutions. A re- 
turn to more outward looking export—led growth and a dismantling of current 
rent based economic and political structures will need to be central objectives 
over the longer term. 


6.1 Achieving a Real Depreciation 


Despite all the controversy surrounding it, the devaluation is, in fact, the easy 
part of the reform process. The parity change in itself will achieve nothing if it 
is not accompanied by disciplined monetary, fiscal, and wage policies to insure 
that the nominal devaluation is not eroded by inflation and that the required 
depreciation of the RER is achieved. Real wages in the formal sector, which are 
way out of line with the productive capacity of the CFA economies, must ne- 
cessarily decline to levels similar to those in other adjusting countries. There 
must also be a one-time increase in the prices of tradables — including, in 
particular, a quick, full passing through of increases in export prices to produ- 
cers. But a general wage-price spiral has to be avoided by restraining nominal 
wage increases. 
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Hence, the recently adopted initial programs aim at holding the cumulative 
inflation in the Zone as a whole to no more than 50% over the next three years 
in order to achieve an average depreciation in the real exchange rate of about 
40%. A primary instrument for achieving this objective is limiting public sector 
wage increases in 1994 to no more than 10-15%. 


6.2 Making the Required Fiscal Adjustment 


A fiscal adjustment is also critical to restructure budgets to support growth and 
poverty reduction while reducing deficits to help control inflation. The initial pro- 
grams aim at reducing the average fiscal deficit from 11% of GDP in 1993 to 7% 
by 1996. Depreciation of the real exchange rate will tend automatically to impro- 
ve the primary budget balance. Revenues should grow strongly as the tax base 
expands because of increases in prices of exports and imports and the growth 
in incomes, while the rising price level will cut the real burden of the nominal 
wage bill. To insure that the required structural changes in budgets take place, 
civil service wages will need to be restrained in order to provide scope for resto- 
ring public investment, for strengthened safety nets and other measures to pro- 
tect vulnerable groups of the poor during the transitional period, for expanding 
basic social services, and for shrinking the fiscal deficit. 


6.3 The Social Effects of Relative Price Changes 


In the long term, virtually all segments of the population will gain from the re- 
sumption of growth in employment and incomes, just as all would surely lose 
from a continuation of past policies. The poor in particular stand to gain from a 
resumption of sustained growth because only in this context are meaningful re- 
ductions in widespread poverty likely to be possible. However, in the short term 
depreciation of the real exchange rate will lead to a significant redistribution of 
income, creating both winners and losers. For this reason, the devaluation has 
been both controversial and strongly resisted by some vested interests. 

Among the initial winners will be rural areas and export industries, which will 
benefit substantially from the improvement in export prices and agriculture’s 
terms of trade. The most important short-term losers will be in the urban formal 
sector, where real incomes must fall initially as part of the adjustment process. 
From this group come the vocal losers (students, unionized workers, civil ser- 
vants), some of whom are complaining loudly about the changes, although most 
members of this group were not among the poor before the devaluation and will 
not be among the truly poor afterwards. Nevertheless, there are some groups, 
primarily in the urban informal sector, who are both truly poor and vulnerable to 
changes in prices of basic commodities and services in the short term. For this 
group of vulnerable poor, safety nets are required. Care will be needed to avoid 
confusion between political and social concerns. 

Large nominal devaluations like that of the CFA franc can have a fairly strong 
impact on both relative prices and income distribution, with much of the effect 
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being felt immediately. In order to provide some time for urban consumers to 
adjust to the higher cost of imports and mitigate short term political opposition 
to the needed reforms, the initial programs have generally included temporary 
subsidies for a few selected basic consumer goods (e.g., rice, wheat/flour, edible 
oils, urban transport, medicine) in order to make the required restraint on formal 
sector wage increases politically acceptable. However, these subsidies will need 
to be phased out as quickly as possible as they retard the relative price and fis- 
cal adjustments required to restore growth of incomes and employment. In se- 
lected cases, where continuing subsidies are justified to protect vulnerable 
groups, the initial general subsidies will need to be replaced quickly with narrow- 
ly targeted ones aimed at helping only the truly poor. 

In addition to temporary subsidies for a few key items, the initial programs in- 
clude other measures to protect the poor. The programs generally provide for 
protecting and then expanding, in real terms, non-salary expenditures on basic 
education, health, and infrastructure services. Actions to lower the cost and in- 
crease the availability of essential drugs and to expand social safety nets and la- 
bor intensive civil works programs are included in a number of countries. 


6.4 Liberalizing Trade Policy and Strengthening Regional Institutions 


Because of the increased protection that will be provided by the depreciation of 
the RER, and the need to restrain inflation, the parity change offered a good op- 
portunity to accelerate trade reform. Under the initial adjustment programs, im- 
plementation of the UDEAC tariff reform, (which establishes four new tariff rates 
of O- 10-20-30%) and removal of non-tariff barriers (NTBs) have been accelera- 
ted in the Central African countries. Similar steps to remove NTBs and lower ta- 
riffs are being taken by the West African countries. A treaty converting the West 
African Monetary Union into a full economic union (UEMOA) was signed at the ti- 
me of the parity change, and a framework for creating a Central African Econo- 
mic and Monetary Community (CEMAC) from UDEAC and BEAC was approved in 
March 1994. 


7. Towards a New Development Strategy 


Depreciation of the RER by 50%, a quick and full pass through of export price 
increases to producers, and accompanying fiscal and real wage adjustments 
would, by themselves, contribute much to revitalizing the economies of the CFA 
countries. The parity change and implementation of the initial package of 
accompanying measures should be sufficient to halt the economic decline in 
most countries within 6 to 12 months. However, a strong sustained supply res- 
ponse can only be achieved if the initial measures are followed by other structu- 
ral reforms. 
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A fundamentally new development strategy will be required to take advantage 
of the opportunity for restoring growth and reducing poverty that the devaluation 
has created. The following paragraphs briefly discuss four central elements of 
such an alternative strategy: i.e., a return to export—led growth, creation of 
competitive and more flexible economies, strengthened regional financial and 
trade policies, and accelerated poverty reduction and human resources develop- 
ment. 


7.1 A Return to Export—Led Growth 


In small low income open economies, such as those of the CFA Zone, export- 
led growth is the only viable option for accelerated, sustained improvements in 
living standards, and reduction in poverty. Only export—led growth can make 
possible rapid replication of technical advances on a large scale in a few key 
subsectors and generate enough foreign exchange to finance imports of a wide 
range of sophisticated intermediate and capital goods. In fact, since imports ge- 
nerally need to grow at least as fast as GDP and exports need to provide the 
bulk of the increased foreign exchange required, the rate of export growth typi- 
Cally sets a ceiling on the rate of GDP growth attainable. 

Exports have led the growth of economies in Africa, just as in other regions 
of the world. Exports led the growth of the CFA Zone before the current crisis: 
from 1970 to 1985 exports grew at 6% per year, while GDP grew more slowly at 
4%. An export recovery is now leading other adjusting African economies out of 
the recession caused by the terms of trade shock and the debt crisis, with their 
exports growing at 5% and their GDP at 4% since 1987 (World Bank 1994). The 
Critical importance of an aggressive export push, generated by a high rate of 
private investment, is a central lesson from the “East Asian Miracle’ (World Bank 
1994). 


7.2 Creation of More Competitive and Flexible Economies 


In a rapidly changing, increasingly competitive world economy, rigid rent—based 
economies are doomed to failure, i.e. to further marginalization from world mar- 
kets and continued aid dependence. Sustained export—led growth is possible 
only in competitive, flexible private sector oriented economies which provide 
stable macroeconomic incentives, an appropriate legal and regulatory frame- 
work, and the public infrastructure required for a rapid expansion of private in- 
vestment. Rapid adjustment to a changing world economy must become a pri- 
mary objective of economic policy, rather than the postponement of adjustment 
until there is no other alternative as has been the case with the devaluation. 
Unfortunately, in the past, much of the benefit of export expansion in the 
CFA countries was siphoned off by rent seeking, and politics too often replaced 
markets in allocating resources. The strengthened price incentives for producing 
tradable goods that a devaluation will permit should be used to reward productive 
activity rather than to create new rent seeking opportunities in the public and pri- 
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vate sectors. Private sector monopoly/oligopoly practices and restrictive labor ar- 
rangements need to be reformed; non-tariff barriers, export taxes, and other 
anti-export biases eliminated; tariffs lowered and made more uniform; and com- 
plementary reforms in domestic taxation introduced. Bloated public payrolls, 
inefficient loss making public enterprises, and other predatory government 
practices also need to be eliminated to reduce the degree of state intervention 
in the economy. 


7.3 Strengthened Regional Financial and Trade Policies 


Relatively disciplined monetary and financial arrangements and open trading sys- 
tems served the CFA countries well prior to the current crisis. Many of these key 
policies are based on regional institutions, i.e., on the two monetary unions and 
their corresponding preferential trading areas. Improvements in macroeconomic 
coordination, fiscal discipline, and monetary and financial sector policies will 
require strengthening of the UMOA and the BEAC Zone to maintain macroeco- 
nomic stability and create a financial system to support private sector growth 
more effectively. 

Although it may expand in the future, intraregional trade within both UDEAC 
and UEMOA is relatively small and is likely to remain so over the medium term. 
Nevertheless, a number of important trade policies are determined at the regio- 
nal level. Advancing trade reform on a regional basis also permits individual go- 
vernments to utilize the common reform agenda and peer pressure to deal with 
opposition from narrow vested interests. To expedite trade liberalization efforts 
and provide a stable trade policy framework for export—led growth and expan- 
sion of private investment, accelerated implementation of the UDEAC fiscal and 
trade reforms needs to be completed, and further trade reforms in West Africa 
need to be actively pursued in implementing the recently signed UEMOA treaty. 


7.4 Accelerated Poverty Reduction and Human Resources 
Development 


The recession of the last eight years has been a disaster for human resource de- 
velopment in the CFA countries. Restoration of growth will create an economic 
environment which can provide growing employment and income earning 
opportunities for the poor. Growing fiscal resources will also be available for fi- 
nancing expanding primary education, health, and other basic social services. 
Accelerated human resource development will need to be sustained to help 
create competitive and more flexible economies and support the growth and di- 
versification of exports. But, public policy initiatives will be necessary to realize 
the possibilities for accelerated human resource development that macroecono- 
mic reform will make possible. Otherwise, the opportunity will slip away. Human 
development is the ultimate objective. It should be at the heart of a new strate- 
gy to provide a better future for the people of the CFA Zone. 
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8. The Political Context 
8.1 Uncertain Commitment to Reform 


Adoption and successful implementation of comprehensive reform programs will 
require political commitment. Although the parity change has removed one major 
obstacle and created the opportunity for initiating successful reform programs, it 
will not per se increase the political will to reform. Lack of political commitment 
to reform has been a serious problem under internal adjustment. Only a few 
countries (e.g. Benin, Burkina, and Mali) had been able to sustain the reform 
process prior to the devaluation. The political situation in much of Central Africa 
has been particularly inauspicious for reforms recently. Hence, mobilizing the po- 
litical will to make the needed changes will be a major challenge for the govern- 
ments of the CFA countries. The reform process is likely to be further complica- 
ted politically by two additional factors: (a) its coincidence with the process of 
democratic transition and (b) the regional aspects of policy making inherent in 
the CFA Zone monetary and trade arrangements. 


8.2 The Democratic Transition 


History has placed the CFA countries in the same situation as the states of the 
former Soviet Union, i.e.: they need to make profound economic reforms at the 
same time that new democratic institutions are being created. The transition to 
more democratic forms of government may or may not ultimately facilitate the 
economic reform process — one has only to reflect on the contrasts between the 
economic and democratic reform processes in the former Soviet Union and Chi- 
na to see the range of alternative outcomes possible. But history has given the 
CFA countries simply no choice: the economic crisis has coincided with the de- 
mocratic transition. If growth is to be accelerated and poverty reduced, funda- 
mental economic reforms will be required. 


8.3. The Regional Aspect of The Reform Process 


The economic reform process in the CFA Zone could be more complicated than 
elsewhere in Africa’ because of its regional dimension. At the regional level, the 
parity change will be an important test of the true commitment of the CFA 
countries to the two monetary areas. The current arrangements were put in pla- 
ce at the time of independence and “Africanized’’ somewhat during the 1970s. 
However, they still have neo-—colonial aspects and associations. The political si- 
tuation also varies from country to country, with some being more interested in 
regional reforms than others and the prospects for regional cooperation being 
better in UEMOA than in the BEAC Zone. Hence, it is clear neither (a) that the 
Current regimes are committed enough to regional financial and trade arrange- 
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ments to pursue needed regional reforms at the expense of short-term domes- 
tic political interest nor (b) that more democratic governments will not view the 
CFA Zone as part of a neo-colonial ancien regime that needs to be scrapped 
like the former Soviet Union. 

Important reforms will be required in the two monetary zones (BCEAO and 
BEAC) and their related preferential trading areas (JEMOA and UDEAC). Some 
national reforms will also need to follow reasonably consistent approaches 
across countries both because of the countries’ membership in the common mo- 
netary and trade areas and because of the tendency of political interests in so- 
me countries to insist on following the precedents established by others. This re- 
gional dimension of the reform process could make it more complicated than el- 
sewhere in Africa. But, on the other hand, it opens the possibility for govern- 
ments interested in doing so to accelerate reforms of common interest by esta- 
blishing joint positions in face of resistance by vested interests. 


9. Conclusion: A New Beginning? 


In view of the uncertain commitment of the CFA countries to reform at both the 
national and regional levels, it is unclear at this point whether or not history will 
note that the devaluation marked a new beginning for the CFA Zone. The Chine- 
se ideograph for crisis means both danger and opportunity. It is a good symbol 
for the devaluation. On the one hand, the parity change was an unavoidable 
step for ending the economic, financial, and social crisis and for relaunching 
stalled reform programs. On the other hand, the urban populations and a num- 
ber of the governments were not politically prepared for the change, and politi- 
cal difficulties were inevitable. Although the parity change was essential for res- 
tarting growth and reducing poverty, it was only the first step on an arduous pa- 
th toward comprehensive economic reform. If the potential benefits of the parity 
change are to be fully realized, it must be followed by a program of economic 
reforms to generate export—led growth; create more flexible, competitive private 
sector oriented economies; strengthen regional financial and trade policies; and 
accelerate poverty reduction and human resource development. If the devalua- 
tion is not followed by further reforms, a number of countries are likely to expe- 
rience a countinuation of the economic, financital, and social crisis. 
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Zusammentassung 


Seit 1986 haben die Staaten der CFA-—Zone mit einer schweren wirtschaftlichen, finan- 
ziellen und sozialen Krise zu kampfen. Das durchschnittliche Realeinkommen sank um 
40 %, Armut breitete sich rapide aus und gleichzeitig wurde die grundilegende soziale 
Versorgung abgebaut; das regionale Finanzsystem war unterhdhit. Die Ursachen dieser 
Krise waren die erhebliche Uberbewertung des Wechselkurses nach langen Jahren der 
fehlerhaften Wirtschaftspolitik sowie mehrere gr6éBere Schocks von auBen. Am 11. Ja- 
nuar 1994 entschieden sich die CFA-Lander zur Abwertung des CFA-—Francs und zur 
Einfohrung von Wirtschaftsreformen, um ihre Lander wieder auf Wachstumskurs zu 
bringen. 

Die vorliegende Arbeit untersucht die Ursachen, die eine Abwertung notwendig 
machten und widmet sich den Reformen, die nétig sind, um kunftiges Wachstum zu si- 
chern, die Armut einzudammen und das regionale Finanzsystem zu stabilisieren. Die 
Autoren gehen davon aus, daB eine Neuorientierung im Bereich der Entwicklungsstrate- 
gie erforderlich ist, wollen die CFA-Lander in den GenuB der Vorteile ihres Wechsel- 
kurssystems gelangen. Dazu gehdéren vor allem die Ruckkehr zu einem exportorientier- 
ten Wachstum, die Umstellung der Wirtschaft hin zu mehr Flexibilitat und Wettbewerb, 
die Starkung der Finanz- und der Handelspolitik sowie eine Prioritat fur die Entwick- 
lung und Férderung menschlicher Ressourcen. 


Résumé 


Depuis 1986, les pays de la zone franc C.FA. sont plongés dans une importante crise 
économique, financiére et sociale. Le revenu réel moyen baissa de 40%, la pauvreté 
s'accrut, tandis que les services sociaux de base se détérioraient de maniere significa- 
tive et que le systeme financier de la région était miné. La crise était causée par une 
surévaluation substantielle du taux de change, résultat de politiques Gconomiques inap- 
propriées et de grands chocs extérieurs. Le 11 janvier 1994, les pays de la zone franc 
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prenaient la décision historique de dévaluer le franc C.F.A. et d’adopter en complément 
des reformes @€conomiques en vue de relancer /a croissance. 


L'article analyse les raisons qui rendirent nécessaire la dévaluation, et étudie les 
reformes nécessaires pour relancer la croissance, réduire la pauvreté et restaurer le 
systeme financier de la région. Pour profiter des bénéfices de la nouvelle parité des 
changes, les pays de la zone franc doivent adopter une nouvelle stratégie de déve- 
loppement. Celle-—ci comprendra le retour a une croissance basée sur I'exportation, la 
reorientation de l'économie vers plus de compeéetivité et de flexibilité, le renforcement 
des politiques commerciale et financiére et le développement des ressources hu- 
maines. 


HAMBURGER BEITRAGE ZUR AFRIKA-KUNDE 
Band 42 


Andreas Mehler 


Kamerun in der Ara Biya 


Bedingungen, erste Schritte und Blockaden 
einer demokratischen Transition 


Kamerun ist eines der Lander des frankophonen Afrika, die mit den beginnenden 
neunziger Jahren einen politischen Aufbruch erlebten. Aufbauend auf vier Forschungsauf- 
enthalte untersucht die vorliegende Studie detailliert und quellenreich die Bedingungen und 
Chancen einer Demokratisierung in Kamerun. 

Politische Geschichte und politische Kultur werden in der Studie ebenso beriicksichtigt 
wie die komplexe ethnische Konfliktlage, soziale Stratifikation, die Wirtschaftskrise, Charak- 
teristiken der Einheitspartei RDPC und der institutionellen Voraussetzungen. Mit den Refor- 
men des Nachfolgeprasidenten Biya und hier vor allem “semikompetitiven Wahlen" werden 
die Bedingungen einer demokratischen Transition komplettiert (insgesamt werden - ausgehend 
von 1986 - sechs Wahlen in Kamerun untersucht). Danach werden die Akteure und deren 
Aktionen im politischen Ubergang vorgestellt und ihre Starken und Schwdchen analysiert. 
Die neu gegrindeten Oppositionsparteien finden ebenso Beachtung wie aktive Teile der Zi- 
vilgesellschaft, Regimevertreter, Kirchen und traditionelle Autoritaten sowie externe Akteure. 

Die Dynamik des politischen Wandels und die Relevanz theoretischer Voriberlegun- 
gen werden uberprift; ein Vergleich mit strukturverwandten Staaten erlaubt schlieBlich eine 
Einordnung des kamerunischen Weges politischer Entwicklung. (Hamburg 1993, VIII + 451 
S., 28 Tab., 11 Abb., 10 Ktn., ISBN 3-928049-19-4) 
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